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N ! . ADDRESS REPLY TO .
UNITED STATES CIVIL SERVICE COMMISSION I teenchinante il
BUREAU OF RETIREMENT AND INSURANCE FILE oy HBH: ahe,

WASHINGTON 25, D.C.
AND DATE OF THIS LETTER

GCT 31 1961

Government Employees Health Association, Inc. STAT

P. 0. Box 463
Washington 4, D. C.

STAT

Dear

During the past year we have received Interim Accounting State-
ments on the operation of your plan under the Federal Employees
Health Benefits Act of 1959, As the first contract period is fast
coming to a close, 1t was felt that we should take this opportunity
to review some of the more significant points which mst be con-
sidered in closing out the contract period.

The quarterly statements we have received from you have gener-
ally fulfilled our needs but the final accounting statement provided
for in your contract requires the most careful consideration in its
preperation. This final statement for the period July 1, 1960 through
October 31, 1961 is due in the Commission no later than February 1,
1962; however, we would appreciate receiving it at the earliest date
possible.

As stated in our letter of December 20, 1960, you do not have
to submit an interim statement as of September 30, 1961. With that
letter, we also provided you with Explanatory Notes Applicable to
Interim and Annual Accounting Statements as a guide to the prepara-
tion of the statements, supporting schedules, the accrual of sube-
scription charges, etc. An additional copy for your ready reference
is enclosed. We hope you will follow these guidelines carefully in
preparing the final annual statement.

The subscription charges transmitted to you during the period

July 1960 through October 1961 must be reported on line 1A "Subscrip-
tion Charges Received" of your Annual Accounting Statement as follows:

High Option $1,457,965.15
Low Option - 131,76h.0k

Total $1,589,729.19
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Subscription Charges received should reflect the amount of
subscription charges recelved by the Association regardless of the
date that the funds are received by the Underwriter. Because of
the importance to the plan that all income be made available
promptly for the payment of benefits and for investments, we urge
that the Association provide for immedliate transmittal of the sub-
scription cherges due the Underwriter as soon as received from the
Commi.ssion.

The accrual of subscription charges at the end of the first
contract year will be determined on the basis of the payments
(SF 1166a) made to you on November 9 and 24 and on December 11, 1961
showing "Collections for pay periods applicable to October 31 and
prior." Generally, this amount will also include subscription charges
for the pay period ending November 11, 1961,

Administrative expenses reported in the annual statement ageinst
the contract must not exceed the amount of the percentage limitation
of total subscription charges provided in your contract for this item.
In support of this amount, we would sppreciate a schedule or reproduc-
tion of work papers which summarizes the amount of expenses incurred
by type of service, such as salaries, rent, travel, supplies, etc.
The schedule may reflect all expenses incurred even though in excess
of the limitation amount reported on the statement. Where an over-
head item is added to the actual costs incurred against the contract,
the amount of overhead reported by the Schedule must be supported by
an analysis and justification. This schedule will be subject to
audit and should be supported by your books and records.

On page 3 of the Explanatory Notes we requested that Income on
Investments should be supported by an attached schedule. We would
sppreciate complianre with this request.

If it has not been the policy during the past sixteen months
for the Underwriter to draw its Risk Charge currently from Subscrip-
tion Charge Income, "Income on Investments," Line 5B of the Schedule
mey be reduced by the earnings of the Risk Charge which are for the
credit of the Underwriter rather than the contract. An acceptable
method of determining the Underwriter's share of the investment in-
come would be to:

1. determine the weighted average annual rate of investment
income earned (yield) on the basis of the net income re-
ceived and accrued from such investments under the pro-
gram; and,
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2. apply the average annual rate to one-helf (mean) of
the smount of Risgk Cherge times 488/365. The balance
of the net income should be credited to the Special
Reserve,

Section 5 of the statement must be prepered only as it relates
to the total column. The high and low option deta are not applica-
ble and should not be computed. In determining the amount "Due
Health Benefits Fund" as a return of subscription charges, any re-
turn would be based, without regard to option, on the total sub-
scription charges paid from the Employee Health Benefits Fund in the
last three months of the contract period regardless of the pay
periods covered., The total subscription charges to be reported in
the first Memo line below item 5 and used in this computation are as
follows:

August $106,710.35
September 107,135.86

October 107,626.72

Total $;21gh72._2_;

It would appear that no amount would be appropriate for report-
ing on line SD.

Accounting Statements for the second contract year will be due
as follows:

"Ag of" Date of Report Period to be Covered Due in CSC

March 31, 1962 5 months June 1, 1962
June 30, 1962 8 monthe September 1, 1962
October 31, 1962 12 months No later than

February 1, 1963

It has not been our intention to require financial reports just
for reports sake. We have tried to set our reguirements to enable
the Commission to carry out its functions under the act and to achieve
a successful Employees Health Benefits Program.

We wish to express our appreciation for the cooperation accorded
us by you and your staff throughout the first contract period.

Sincerely your

[acitd & Uorcsndier

Harold E. Hunsaker
BEnclosure Assistant to the Director

cc: Morman Conway
Mutual of Omaha
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UNITAGPSTATES CIVIL SERVICE COMMISSIONGD
BUREAU OF RETIREMENT AND INSURANCE
WASHINGTON 25, D. C.

Explanatory Notes Applicable to Interim and Annual

Accounting Statements

Federal Emplovees Heslth Benefits Program

Purpose of Statements

Financial reports with respect to operations under the contract are
necessary for the Commission's administration of the program. Experience
under the contract must be evaluated at selected intervals during the
contract period as well as at the end of the contract period,

Timing of Statements

Four statements are required for the first contract period. (Timing
of statements for future contract periods will be announced later).

"As of” Date of Report Period to be Covered Due in CSC

December 31, 1960 6 months March 1, 1961
March 31, 1961 9 months June 1, 1961
June 30, 1961 12 months September 1, 1961
October 31, 1961 16 months No later than

February 1, 1962

Format of Statements

The design of the accounting statement is determined by the provi=-
sions of the contract. The carrier should follow the format provided or
make special arrangements for any deviation.

Por the first contract period, "Begimning of the year,” line items
are not applicable; however, include these line items in your statements
with zerc (-0-) amounts.

Subseription Charges

, Item 1A, Subscription charges received shall agree with the cash re-
ceived in the calendar months covered by the statement. Checks received
‘from the Employees Health Benefits Fund (hereinafter called Fund) dated
the 25th of the month for which the cumulative statement is prepared must
be included even though not deposited.

Revised 10/23/61
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Item 13(2)9 Subscription cherges accrved end of period shell agree
with the subscription charges received from the Fund subsequent to the
"as of" reporting date but spplicable to the pay periods "as of" the
reporting detes. The SP's 1166e accompanying certain checks will show,
for exauple:

Collections Tor pay periods endings

Date of 12/31./60 1/1/61
Check aad prior and after
1/10/61 $45.,00 § oee
1/25/61 27.50 12.50
2/10/63. 750 37.50
BB e i bo-60

In this example, the $80.00 will constibube the sctual sccrwal of
subseription charges ag of December 31, 1960 for reporting purposes.
if-the-dhird-tigbed-check~tn-the-above-esnmple-skoved-no-subgeripiion
ehapges-appiienbie~-do-tho-vepovising-poviody-Li-moy-bo-agouned-for-pusrposes
of-preparing-the-roporsy-thai-the-fourth~cheak~-vould-earry-yo-subseripiion
ehsvgep-opplicable-do-thnd-perdoad. Interim statements have been sched-
uled for submission to the Commission sufficiently after the end of the
guarter in order to recognize the information Purnished om SF 1166e with
each check.

Ttem 1B(2) for the October 31, 1961 accounting statement must be re-
ported in accordance with the regulations on the basis of the SP's 1166a
received in November and Decemwber 106) reflecting receipts applicable to
the first combract period.

Health Bemefits Charges

Health benefits charges sre to be segregated between (1) hospiteli-
zation charges and (2) physicians® and related charges. This segregation
will generally be based on the same definitions used in reporting sta-
tistice under the Program.

Heglth bepefits pald represent charges and claims achbually peid
(disbux@ed) which are no longer reflected as lisbilities 4o the plan.
Phis-téem-wili-be-suppevsed-by-an-abiaehed-sehedube~or-reproduetisn-of
vorkpapers-showing-chorgos-anpd-okains-byr-mondhs. Allocations of tobtal
costs and formilae for such allocations will be supported in detail. For
comprehensive medical plans where the charges for heslth benefits represent
this contract's share of clinic or hospital opersting costs, this item may
be stated in terms of sccrued costs rether then paid costs and any supple~.
mental fees Por services ($1.00 per shobt or office visit, $%.00 per home
visit, ete.) will be deducted from the gross velus of the heslth benefite
charges before reporting suech charges in the statement.
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Health benefits accrued represent charges and claims incurred for
which cash disbursements have not yet been made for benefits rendered.
This item will be ..suppome& by an atbtached schedule showing in detail
the method by which the accrual is derived.

E_bgpenses and Risk Charges

Actual accrued administrative charges, representing charges in-
curred, both paid and accrued, will be supported by an attached schedule
or reproduction of workpapers as to type of service, such as salaries,
rent, travel, supplies, etc. If practicable, these expenses should also
be functionalized to such work areas as eligibility files, benefit pro~
cessing, accounting, statistics, management, etc. Administrative costs
may be prorated between"High Option” and "Low Option” in the ratic of the
respective subscription charges unless the cost of the various functions
should more appropriately be distributed on different ratios, i.e.,
eligibility files on the basis of enrollment, benefit processing on the
basis of claims processed, etc.

Actual sccrued taxes, if applicable, as used in this statement mean
taxes or govermmental fees based on subscription charges. Employer's
share of payroll taxes, real estate, and similar taxes; are to be classi-
fied as administrative expense.

Memo only items are to be placed in parenthesis ( ) in the amount
columns and are not to be included in the subtotals. These items are
for comparison purposes.

% indicates that the carrier should insert the percentage
applicable To The item as shown in the current contract.

Cumulative Gain (or Loss-)

This section of the report is used to reflect the cumulative status
of the program.

Income on investments (current yvear) should be supported by an
attached schedule of investments, dates purchased, purchase price, current
value, and any other pertinent information to support the income item.

Due Health Benefits Fund, when shown on the format, represents the
amount to be paid to the U. 8. Civil Serviee Commission as a return of
subscription charges if the amount determined by the formula is positive.
This line item is applicable to the annual statement only. Item 1A for
August, September, and October, covers the total subscription charges
paid from the Fund in the last three months of the e@ntmct peried regard-
less of the pay periods covered.
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A UNITWE@BTATES CIVIL SERVICE COMMISSIONG
7 (AU OF RETIREMENT AND INSURANCE
WASHINGTON 25, D. C.

Explar ' Notes Applicable to Interim and Annual

Accounting Statements

Federal Fmployees Heslth Benefits Program

Purpose of Statements

Financial reports with respect to operations under the contract are
necessary for the Commission's administration of the program. Experience
under the contract must be evaluated at selected intervals during the
contract period as well as at the end of the contract period.

Timing of Statements

Four statements are required for the first countract period. (Timing
of statements for fubure contract periods will be announced later).

"As of" Date of Report Period to be Covered Due in CSC

December 31, 1960 6 months March 1, 1961
Merch 31, 1961 9 months June 1, 1961
June 30, 1961 12 months September 1, 1961
October 31, 1961 16 months No later than

February 1, 1962

Format of Statements

The 'design of the accounting statement is determined by the provi-
sions of the contract. The carrier should follow the format provided or
make special arrangements for any deviation.

Por the first contract period, "Beginning of the year,” line items
are not applicable; however, include these line items in your statements
with zero (-0-) smounts.

Subsceription Charges

Item 1A, Subscription charges received shall agree with the cash re-
ceived in the calendar months covered by the statement. Checks received
from the Fmployees Health Benefits Pund (hereinafter called Fund) dated
the 25th of the month for which the cumulative statement is prepared must
be included even though not deposited.

Revised 10/23/61
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Ttem 1B(2) s Subseription cherges acerued end of period shall agree
with the subscription charges received from the Fund subsequent to the
"as of" reporting date but applicable to the pay periods "as of" the
reporting dates. The SP's 1166e sccompenying certain checks will show,
for example:

¢

Collections for pay periods ending:

Date of 12/31/60 1/1/61

Lheck abd prior and aftex

1/10/61 $45.00 $ wmm

1/25/61 2T .50 12.50

2/10/61 To50 37.50

T — - ko900
$80.T0

In this example, the $8®»©O will congtibute the actusl accrwal of
subseription charges ag of December 3L, 1960 for reporting purposes.
#-she-dhivd-Liobed~checki~-tn-the-above-asnupio-shoved-ne-subseripston
ehavges-appliicoblie-do-tho-repording-periods-St-moy-bo-asoumed-for-purpeses
of-preparing-the-reporsy-thni-tho-foursh-ebeock-vould-earry-ne~subseripsion
ehavges-gppiicabie-do-thnd-poried. Interim statements have been schedw
uled for submiseion to the Commission sufficiently after the end of the
quarter in order to recognize the information Purnished om SF 1166s with
each check.

Item 1B(2) for the October 31, 1961 accounting statement must be re-
ported in accordance with the regulations on the basis of the 8F's 1166a
received in November and December 196) reflecting receipts applicable to
the first contract period.

Health Benefits Charges

Health benefits charges are to be segregated between (1) hospitali-
zation charges and (2) physicians® and related charges. This segregstion
will generally be based on the same definitions used in reporting sta-
tistics under the Prograwm.

‘Beallth benefits paid represent charges and claims actwally peid
(di@bum@d) which are po longer reflected as liabilities to the plan.
Phio-iben-vili-be-aupporsed-hy-an-asisshed-seheduio~or-voproduotion-of
verkpapers-showing-chargen-ond-okaius-br-puonshe. Allocations of total
costs and formilae for such allecatioms will be supported in detail. Fer
comprehensive medical plans where the charges for health benefits represent
this contract's share of clinic er hospital operating costs, this item may
be stated in terms of sccrued costs rether than paid costs and any supple-.
mental fees for services ($1.00 per shot or office visit, $5.00 per home
visit, ete.) will be deducted from the gross value of the health benefits
charges before reporting such charges in the statement.
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Health benefits accrued represent charges and claims incurred for
which cash disbursements have not yet been made for benefits rendered,
This item will be gsupported by an attached schedule showing in detail
the method by which the acerusl is derived.

@enses and Risk Charges

Actual accrued administrative charges, representing charges in-
curred, both paid and accrued, will be supported by an attached schedule
or reproduction of workpaspers as to type of service, such as salaries,
rent, travel, supplies, ete. It practicable, these expenses should also
be functionalized to such work areas as eligibility files, benefit pro-
cessing, accounting, statistics, management, ete. Administrative costs
may be prorated between"High Option” and "Low Option" in the ratio of the
respective subscription charges unless the cost of the various functions
should more appropriately be distributed on different ratios, i.e.,
eligibility files on the basis of enrollment, benefit processing on the
basis of claims processed, etc.

Actual accrued taxes, if applicable, as used in this stetement mean
taxes or govermmental fees based on subscription charges. Employer's
share of payroll taxes, real estate, and similar taxes; are to be classi-
fied as administrative expense.

Memo only items awve to be placed in parenthesis ( ) in the amount
columns and are not to be included in the subtotals. These items are
for comparison purposes.

% indicates that the carrier should insert the percentage
applicable o The item as shown in the current contract.

Cumulative Gain (or Loss-)

This section of the report is used to reflect the cumulative status
of the program.

Income on investments (current yesr) should be supported by an
attached schedule of investments, dates purchased, purchase price, current
value, and any other pertinent information to support the income item.

Due Health Benefits Fund, when shown on the format, represents the
amount to be paid to the U. 8. Civil Service Commission as a return of
subscription charges if the amount determined by the formuls is positive.
This line item is applicable %o the ammual statement only. Item 1A for
August, September, and October, covers the total subscription charges
vaid from the Fund in the last three months of the c@ntmct period regard-
less of the pay periods covered.
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